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AS  crisis  follows  on  crisis  in  Europe,  the  probable  collapse  of  security  prices  throughout  the  world, 


effects  on  the  United  States  of  a  general  war  abroad 
are  rapidly  ceasing  to  be  of  merely  academic  in¬ 
terest.  In  the  present  state  of  international  affairs, 
there  is  a  growing  danger  that  this  country  may 
find  itself  confronted  overnight  with  the  urgent 
problems  of  a  neutral  in  a  world  at  war. 

The  economic  readjustments  necessitated  by  such 
an  eventuality  are  certain  to  be  sudden,  drastic  and 
far-reaching.  While  the  particular  circumstances 
under  which  hostilities  will  break  out  cannot  be 
predicted,  the  general  lines  are  fairly  clear.  A  re¬ 
view  of  our  economic  experience  in  the  last  war  and 
again  in  the  September  1938  crisis,  together  with 
an  outline  of  the  probable  developments  in  the 
event  of  another  emergency,  may  therefore  be  of 
value  in  helping  to  forearm  ourselves  for  the  fu¬ 
ture,  even  though  these  past  experiences  are  not 
necessarily  conclusive.  It  is  also  hoped  that,  at  a 
moment  when  the  larger  aspects  of  our  neutrality 
policy  are  the  subject  of  widespread  controversy, 
this  survey  may  clarify  the  extent  to  which  our 
economic  course  in  time  of  war  may,  or  may  not, 
tend  to  involve  this  country  in  a  general  conflict. 

OUTBREAK  OF  WAR  IN  I914 

When  the  World  War  broke  out,  the  United 
States  was  still  a  debtor  nation.  Although  it  was 
fast  approaching  economic  maturity,  it  still  looked 
abroad  for  much  of  the  capital  needed  for  its  devel¬ 
opment,  and  its  indebtedness  to  foreign  countries 
was  consequently  very  large.*'^  Business  activity 
had  been  declining  since  early  1913. 

The  outbreak  of  war  took  the  entire  world  by 
surprise.  The  first  result  was  world-wide  financial 
paralysis.  All  international  commercial  and  finan¬ 
cial  transactions  were  halted.  The  attempt  to  con¬ 
vert  securities  into  ready  cash  at  any  cost  caused  the 

1-2.  Estimates  of  the  exact  amount  vary  from  4/4  to  7  billion 
dollars.  Cf.  Cleona  Lewis,  America's  Statue  in  International  In¬ 
vestments  (Washington,  The  Brookings  Institution,  1938), 
p.  529. 


leading  to  the  closing  first  of  the  foreign  stock  mar¬ 
kets  and,  finally,  of  the  New  York  Stock  Exchange.^ 

The  immediate  effects  on  industry  and  trade 
were  no  less  severe.  Europe  had  “placed  an  em¬ 
bargo  on  the  commerce  of  the  world.”'*  Wheat 
prices  broke,  although  they  recovered  when  the  ex¬ 
tent  of  the  Allies’  needs  became  apparent.  Cotton 
suffered  much  more  severely.  Not  only  was  it  less 
indispensable  to  belligerent  nations,  but  it  was  de¬ 
prived  at  once  of  the  German,  Austrian  and  Bel¬ 
gian  markets,  which  had  been  taking  around  22 
per  cent  of  our  entire  output.’"^  Other  export  com¬ 
modities  and  industries — meat,  oil,  copper,  steel, 
etc. — were  equally  dislocated,  while  the  shortage  of 
certain  imported  materials,  such  as  ferro-man- 
ganese,  handicapped  purely  domestic  industries.’ 

Meanwhile,  the  demand  on  all  sides  for  ready 
cash  led  to  heavy  withdrawals  from  the  banks  and 
the  hoarding  of  funds.  Short-term  money  rates  rose 
to  as  high  as  8  per  cent.  A  decision  was  finally 
reached  to  maintain  gold  payments,  despite  our 
heavy  maturing  gold  obligations  to  foreign  coun¬ 
tries.  The  result  was  the  rapid  displacement  of 
London  by  New  York  as  the  world’s  banking 
center  and  a  haven  for  foreign  capital.® 

3.  Estimates  of  the  market  value  of  the  foreign  holdings  of 
American  stocks  and  bonds  in  July  1914  vary  widely.  Noyes, 
to  whom  credit  is  due  for  much  of  the  present  material  on  the 
world  war  period,  places  the  total  at  $2,400,000,000.  Lewis, 
however,  in  a  more  recent  computation,  estimates  it  at  $5,440,- 
000,000.  Cf.  Alexander  Dana  Noyes,  The  War  Period  of  Amer¬ 
ican  Finance,  igoS-igas  (New  York,  Putnam,  1926),  p.  60, 
and  Lewis,  America's  Stak.e  in  International  Investments,  cited, 
pp.  447,  529-57- 

4.  Noyes,  The  War  Period,  cited,  p.  63. 

5-6.  U.S.  Department  of  Commerce,  Bulletin  158,  Cotton  Pro¬ 
duction  and  Distribution,  ig24-2^,  pp.  5,  47.  Other  factors  of 
course  also  influenced  cotton  prices,  including  a  record-breaking 
crop.  It  should  be  noted  that,  although  cotton  is  used  in  the 
manufacture  of  explosives,  the  demand  for  this  purpose,  even 
in  wartime,  would  not  be  large  relative  to  total  cotton  con¬ 
sumption. 

7.  Noyes,  The  War  Period,  cited,  pp.  67-68. 

8.  Ibid.,  pp.  72-91,  106-08. 
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*  THE  UNITED  STATES  AS  A  NEUTRAL 

f  After  the  initial  impact,  the  United  States  settled 
down  as  best  it  could  to  the  new  conditions.  At 
!  first,  business  continued  stagnant.  Commodity 
j  prices  remained  generally  stable.  Although  the 
stock  exchange  finally  reopened  on  December  12, 
I  security  prices  failed  to  rise  materially  until  the 
spring  of  1915.  Money  rates  gradually  fell  to 
f  normal  and  even  subnormal  levels,  reflecting  the 
i  lack  of  demand  for  credit  from  inactive  business. 
V  Exports  slowly  recovered  from  their  extreme  de- 

*  pression  of  August,  but  failed  even  to  equal  the 
[  exports  of  the  year  before  until  December  1914.^'^° 
^  Conditions  radically  changed  in  1915.  In  the 

I  spring  England  and  France,  realizing  that  the  war 
would  be  long  and  their  own  resources  inade¬ 
quate,  turned  for  additional  supplies  to  the  United 
1  States  as  the  chief  industrial  neutral.  Heavy  war 
orders  then  began  to  be  placed  in  this  country. 

'  They  were  promptly  reflected  in  the  stock  market, 
where  prices  began  a  spectacular  advance  which 
was  to  carry  the  “war  babies,”  in  particular,  to 
I  sensational  heights. 

Once  it  became  apparent  that  American  sup- 
■  plies  on  a  great  scale  would  be  necessary,  the  Allies 
,  were  confronted  with  the  problem  of  payment. 

Shipments  of  gold  to  the  United  States,  and  the 
f  sale  to  us  of  foreign-owned  American  securities, 

!  provided  large  sums  which  were  adequate  for  the 
*  relatively  moderate  purchases  of  the  early  months 
!  of  the  war.*^'*^  The  flood  of  war  orders  that  reached 
I  our  shores  in  June  1915,  however,  found  the  avail- 
f  able  foreign  exchange  resources  inadequate.  Re- 
i  course  to  large  loans  became  increasingly  impera- 
!  live  for  Allied  prosecution  of  the  war. 

I  Loans  had  been  sought  here  from  the  very  begin¬ 
ning,**  but  at  first  had  been  blocked  by  our  neutral- 
'  ity  policy.  The  sale  of  goods  abroad,  whether  actual 
I  arms  or  other  material,  was  never  in  real  question, 
our  right  in  this  respect  being  admitted  even  by 
*  Germany.*^  The  real  issue  involved  the  floating  of 
1  loans  to  pay  for  Allied  purchases.  Such  loans  were 
[  also  sanctioned  by  precedent.**  Nevertheless,  on 
I  August  15,  1914,  President  Wilson  banned  all 
advances  to  the  belligerents.  This  period  of  “un¬ 
conditional  financial  neutrality”  proved  brief. 
Short-term  credits  are  customarily  a  part  of  or¬ 
dinary  commercial  transactions,  and  their  prohibi- 

9-10.  U.S.  Department  of  Commerce,  Statistical  Abstract  of  the 
United  States,  1932,  p.  430. 

11-12.  Noyes,  The  War  Period,  cited,  p.  105;  Lewis,  America's 
^  Stal^e  in  International  Investments,  cited,  pp.  537-42. 

13.  George  W.  Edwards,  The  Evolution  of  Finance  Capitalism 
(New  York,  Longmans,  Green,  1938),  pp.  203-04;  and  Lewis, 
America’s  Stal(e  in  International  Investments,  cited,  p.  353. 
i  14.  Noyes,  The  War  Period,  cited,  p.  113. 

I  15-  Ibid.,  p.  112. 
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tion  under  the  general  ban  seriously  obstructed 
even  normal  trade  with  the  belligerents.  On  Oc¬ 
tober  23  President  Wilson  consequently  authorized 
the  use  of  such  commercial  credits,  while  maintain¬ 
ing  the  ban  on  long-term  loans  in  which  the 
lenders  “are  loaning  their  savings  to  the  belligerent 
government,  and  are,  in  fact,  financing  the  war.”*^ 

This  attempted  distinction  could  not  be  main¬ 
tained  in  practice.  Under  the  pressure  of  mounting 
Allied  needs,  the  New  York  banks  extended  liberal 
credits  to  the  Allied  governments.  In  theory  only 
short-term  advances,  these  credits  were  spread  over 
the  whole  banking  system  by  recourse  to  bankers’ 
acceptances,  and  as  a  result  of  successive  renewals 
gradually  acquired  the  virtual  status  of  long-term 
loans.  The  official  distinction  was  nevertheless 
maintained  until  Lansing  replaced  Bryan  as  Secre¬ 
tary  of  State  on  June  8,  1915.  At  that  time  the 
decline  in  sterling  was  already  beginning  to  reflect 
a  strain  on  Allied  resources,  which  was  threaten¬ 
ing  to  curtail  Allied  purchases  here  and  thus  check 
our  budding  war  prosperity.*^  Finally,  the  ban  on 
loans  was  completely  lifted.  An  Anglo-French  loan 
of  $500,000,000  was  floated  in  October  1915.  By 
April  5,  1917  the  net  total  of  our  loans  to  all 
belligerents  reached  practically  $2,600,000,000.*® 
The  attempt  to  preserve  financial  “neutrality”  by 
differentiating  between  long-term  loans  and  short¬ 
term  credits  had  completely  broken  down  before 
the  exigencies  of  our  growing  war  trade. 

TRADE  EXPANSION 

Thereafter  our  trade  boom  developed  sensational¬ 
ly.  Not  only  did  many  industrial  plants  convert 
their  equipment  to  handle  munitions  contracts,  but 
the  increased  sale  of  manufactures  of  all  sorts  to 
replace  the  products  of  British  and  French  factories 
now  engaged  on  war  work,  as  well  as  the  heavy 
demand  for  our  farm  products,  caused  a  rapid 
expansion  of  trade  that  soon  permeated  every  cor¬ 
ner  of  our  economic  life.  Our  exports  to  Europe, 
which  in  the  twelve  months  ending  June  30,  1914 
had  totaled  $1,486,000,000  (itself  a  new  record), 
attained  in  the  calendar  year  1916  the  total  of 
$3,813,000,000.*^'^° 

It  was  not  only  our  trade  with  the  belligerents 
that  expanded  sharply.  These  countries  were  now 
compelled  to  concentrate  all  their  efforts  on  meet¬ 
ing  their  own  war  needs.  The  neutral  nations, 

16.  Edwards,  Evolution  of  Finance  Capitalism,  cited,  pp. 
204-06.  Commercial  credits  are  supposed  to  be  automatically 
liquidated  by  the  completion  of  the  transaction. 

17.  Edwards,  Evolution  of  Finance  Capitalism,  cited,  p.  208. 

18.  Lewis,  America’s  Sta\e  in  International  Investments,  cited, 
P-  355- 

19-20.  Statistical  Abstract,  1932,  cited,  p.  444. 
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especially  those  outside  Europe,  which  had  former¬ 
ly  depended  on  the  belligerents  for  their  manufac¬ 
tured  goods,  found  their  accustomed  merchandise 
suddenly  cut  off.  The  American  exporters  jumped 
at  the  unprecedented  opportunity.  Despite  shipping 
difficulties,  by  1916  our  exports  to  countries  outside 
of  Europe  and  Canada  had  more  than  doubled.^  ‘ 

The  rapid  expansion  of  our  trade  both  with  the 
Allies  and  with  neutral  countries  necessitated  a 
sharp  increase  in  our  industrial  capacity.  This  was 
reflected  in  record  activity  in  the  capital  goods 
industries  supplying  the  new  machinery  and  tools.^^ 
Domestic  business  was  stimulated  by  the  unprece¬ 
dented  outpouring  of  Alfied  funds,  business  activity 
rising  almost  50  per  cent  from  the  end  of  1914  to 
the  early  part  of  1916.^’  Disbursement  of  the  pro¬ 
ceeds  of  the  Allied  loans  led  to  a  great  credit  ex¬ 
pansion.  Short-term  interest  rates  remained  un¬ 
usually  low  through  this  period,  and  long-term 
rates  scarcely  increased  at  all  before  our  own  en¬ 
trance  into  the  war.^'* 

Commodity  prices,  stimulated  by  rising  demand 
and  the  increased  circulation  of  funds,  began  to 
rise  in  the  autumn  of  1915,  and  nearly  doubled  by 
the  time  we  entered  the  war.  Stock  prices,  on  the 
other  hand,  discounted  most  of  the  trade  expansion 
in  1915,  and  thereafter  were  much  influenced  by 
other  factors — notably  the  recurrent  peace  rumors 
which,  had  they  materialized,  would  have  knocked 
out  the  foundations  of  the  existing  boom. 

A  last  attempt  to  return  to  financial  neutrality 
was  made  on  November  29,  1916,  when  the  Federal 
Reserve  Board  refused  rediscount  privileges  to  a 
new  series  of  credits  for  the  Allies.  This  attempt 
followed  peace  overtures  by  Germany,  and  seems 
to  have  been  a  part  of  President  Wilson’s  efforts 
at  that  time  to  force  the  belligerents  to  accept  a 
negotiated  settlement.  Had  his  efforts  proved  suc¬ 
cessful,  they  would  of  course  have  spelled  the  end 
of  war  orders  and  war  prosperity,  and  would  cer¬ 
tainly  have  been  followed  by  drastic  deflation  and 
actual  depression.  The  stock  market  broke  badly. 
Mr.  Wilson’s  peace  negotiations  failed,  but  stock 
prices  regained  very  little  of  their  losses.^* 

One  reason  for  this  was  that  the  Federal  Reserve 
ban  itself  was  not  lifted  until  March  8,  1917,  when 
the  imminence  of  our  entrance  into  the  war  de- 

21.  Statistical  Abstract,  1932,  cited,  p.  444.  Only  a  relatively 
small  part  of  this  increase  was  accounted  for  by  the  rise  in  prices. 

22.  Noyes,  The  War  Period,  cited,  p.  120. 

23.  As  measured  by  the  Axe-Houghton  Index  of  Business  Ac¬ 
tivity,  courtesy  of  E.  W.  Axe  &  Company,  New  York. 

24.  Cf.  Noyes,  The  War  Period,  cited,  pp.  140-50. 

25.  Ibid.,  pp.  151-58;  Edwards,  Evolution  of  Finance  Capital¬ 
ism,  cited,  pp.  209-10.  The  ban  imposed  by  the  Federal  Reserve 
Board  did  not  affect  the  flotation  of  foreign  loans  with  private 
investors. 


prived  it  of  much  effect  on  the  market.  A  further  1 
cause  seems  to  have  been  the  deterioration  of  Allied  ' 
credit.  The  credit  resources  of  the  Allies  were  by  j 
no  means  unlimited:  even  in  1916  it  had  been  I 
necessary  to  back  Allied  loans  with  collateral  and  I 
to  offer  5*4  per  cent,  although  the  year  before  j 
lenders  had  been  satisfied  with  unsecured  paper  { 
drawing  but  5  per  cent.^^  This  deterioration  re-  I 
fleeted  increasing  uncertainty  regarding  the  out-  f 
come  of  the  war,  and  more  particularly  the  pros-  I 
pects  of  eventual  repayment,  rather  than  any  j 
change  in  general  credit  conditions  in  this  country.  } 

Had  the  Federal  Reserve  ban  been  followed  by  j 
the  complete  prohibition  of  foreign  loans,  and  had 
we  at  the  same  time  maintained  our  neutrality,  the  1 
remaining  cash  resources  of  the  Allies  would 
doubtless  have  been  exhausted  in  fairly  quick 
order  and,  as  Andre  Tardieu  remarked  later,  “the 
defeat  of  the  Allies  would  have  been  merely  a 
question  of  months,  as  they  could  neither  have  sup¬ 
plied  their  armies  nor  fed  their  peoples.”^^'^®  The 
contention  of  some  authorities^^  that  Allied  credit  j 
was  on  the  verge  of  exhaustion,  however,  is  an-  j 
other  question.  Although  the  interest  rates  that  the  [ 
Allies  were  compelled  to  pay  in  1916  and  early  1917  | 
were  materially  higher  than  in  1915,  they  were  still  I 
a  far  cry  from  the  7  and  8  per  cent  that  many  | 
countries  paid  in  the  early  postwar  years.*®  Despite 
growing  strain,  the  end  of  Allied  credit — and 
therefore  of  Allied  purchases  here — scarcely  appears 
to  have  been  reached,  although  further  borrowing, 
if  we  had  remained  neutral,  would  undoubtedly 
have  been  increasingly  costly.  Our  entry  into  the  | 
war  on  April  6,  1917  of  course  ended  any  problem  t 
of  Allied  financing.  j 

THE  CRISIS  OF  SEPTEMBER  I938  | 

The  European  crisis  of  September  1938  was  in  i 
many  respects  a  dress  rehearsal  for  war.  The  day-  ^ 
to-day  economic  developments  in  the  United  States  * 
from  September  12  onward  directly  reflected  alter-  I 
nations  in  the  prospects  for  war.  Pessimism  was  I 
most  acute  just  before  the  Anglo-French  acceptance  I 
of  Hitler’s  Berchtesgaden  demands  on  September  fc 
19,  and  again  on  the  eve  of  September  28,  when  ! 
the  Munich  conference  was  announced.  ^ 

The  stock  market  was  most  affected,  prices  fall¬ 
ing  abruptly  as  the  prospects  for  war  increased,  and 
recovering  with  each  revival  of  hope.  The  bond 
market,  especially  for  foreign  issues,  followed  a 

26.  Noyes,  The  War  Period,  cited,  pp.  138-39. 

27-28.  Quoted  by  Edwards,  Evolution  of  Finance  Capitalism, 
cited,  p.  210. 

29.  Ibid.,  p.  21 1. 

30.  Lewis,  America’s  Stable  in  International  Investments,  cited, 
pp.  632-44. 
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*  similar  trend.  The  selling  in  both  cases  represented 
I  a  desire  to  attain  a  more  liquid  cash  position  from 
which  to  face  any  eventualities,  together  with  an 
i  unfavorable  appraisal  of  the  economic  conse- 
I  quences  of  a  war,  rather  than  any  change  in  the 

I  monetary  situation  or  in  long-term  interest  rates.^^'?^ 
Short-term  money  rates,  governed  primarily  by 
monetary  conditions,  were  virtually  unaffectecL 
The  banks,  protected  by  low  interest  rates,  the 
backing  of  the  Federal  Reserve  system,  and  the 
government  insurance  of  deposits,  also  suffered  no 
^  strain.  In  this  they  were  aided  both  by  the  brevity 
of  the  acute  phase  of  the  crisis,  and  by  the  influx 
of  foreign  funds  which  increased  their  reserves  sub- 

Istantially  during  that  period. 

Commodity  prices,  in  contrast  to  1914,  failed  to 
move  with  any  uniformity.  Certain  commodities 
responded  much  as  did  stock  prices,  while  others, 
instead,  rallied  with  each  renewed  threat  of  war. 
Most  important  in  the  first  group  was  cotton: 
demand  for  cotton  on  the  part  of  the  prospective 
-  belligerents  would  undoubtedly  have  been  severely 
I  curtailed  by  hostilities,  while  its  production  pre- 
j  sumably  would  not  have  been  immediately  affected. 
In  the  second  group,  comprising  commodities 
which  failed  to  follow  the  August  1914  pattern, 
wheat  was  the  outstanding  item.  It  was  anticipated 
that  the  demand  for  grain  would,  if  anything,  be 
increased  by  war,  while  production  in  belligerent 
countries  would  be  curtailed  by  the  mobilization 
of  farm  workers  and  perhaps  by  actual  military  field 
operations.  In  the  terminology  of  the  market,  war 
would  have  been  bullish  for  wheat.  In  1914  the 
extent  to  which  the  belligerents  would  have  to  call 
on  neutral  nations  for  commodities  was  not  appre¬ 
ciated  for  a  considerable  time.  In  1938,  on  the  con¬ 
trary,  it  was  fully  realized  from  the  start  that  cer¬ 
tain  essential  commodities  would  be  in  heavy  de¬ 
mand  by  the  warring  countries,  while  the  use  of 
less  indispensable  products  would  be  curtailed  to 
the  utmost  in  order  to  minimize  purchases  abroad. 
The  divergent  trends  of  prices  in  September  were 
the  result  of  this  distinction. 


just  before  the  announcement  of  the  Munich  con- 
ference.^^’^^  The  French  franc  followed  a  similar 
course.  Although  both  recovered  promptly  after 
September  28,  they  turned  weak  again  and  grad¬ 
ually  declined  during  October  and  November 
nearly  to  their  pre-Munich  lows.  In  this  respect 
they  differed  significantly  from  our  domestic  secur¬ 
ity  markets,  where  after  Munich  the  danger  of 
war  promptly  disappeared  as  a  market  factor.  In 
Britain  and  France  confidence  was  restored  only 
in  part,  skepticism  prevailed  regarding  the  per¬ 
manence  of  the  Munich  settlement,  and  the  British 
rearmament  program  was  accelerated.  The  United 
States  consequently  became  still  more  attractive  as 
a  haven  for  uneasy  foreign  capital. 

Our  foreign  trade  was  materially  disturbed  only 
during  the  worst  phase  of  the  crisis.  The  increase 
in  war  risk  rates  by  Lloyds  in  mid-September  and, 
at  the  climax,  the  disruption  of  shipping  routes  by 
the  cancellation  and  diversion  of  sailings,  together 
with  the  profound  and  increasing  uncertainty, 
could  not  but  leave  their  mark.  They  were  reflected 
in  a  tendency  of  exporters  and  importers  both  to 
carry  out  existing  commitments  as  quickly  as  pos¬ 
sible,  and  to  hold  off  from  making  new  ones  until 
the  situation  had  cleared  up.  For  a  short  time  busi¬ 
ness  virtually  ceased.  The  period  of  cessation  was 
so  brief,  however,  that,  at  most,  there  seems  to 
have  been  only  a  postponement  to  later  weeks  of 
some  of  the  foreign  trade  which  normally  would 
have  been  transacted  in  September.  Certainly,  the 
monthly  figures  for  our  foreign  trade  give  very 
little  indication  of  the  September  disturbance.^* 

Domestic  trade  and  industry  were  even  less  af¬ 
fected.  Indeed,  it  may  be  said  that,  apart  from  those 
agencies  which  primarily  reflect  public  sentiment — 
the  security  and  commodity  markets — and  those 
activities  which  are  directly  related  to  foreign  con¬ 
ditions — foreign  exchange  and  foreign  trade — the 
September  crisis  in  Europe  had  negligible  reper¬ 
cussions  in  the  United  States.  On  the  other  hand, 
war  seemed  really  imminent,  at  the  most,  for  two 
or  three  days.  An  actual  performance,  instead  of  a 
dress  rehearsal,  would  undoubtedly  have  proved  a 
different  matter. 

IMMEDIATE  EFFECTS  OF  ANOTHER  WAR 

Any  consideration  of  the  effects  of  another  war 
on  the  United  States  involves  a  number  of  assump¬ 
tions.  Foremost  is  the  question  of  the  extent  of  the 
war  itself.  Only  a  general  war  is  likely  to  pose 
serious  economic  problems  for  the  United  States — 

33-34.  The  Annalist,  September  7,  1938,  p.  345;  October  5, 
1938,  p.  473. 

35.  U.S.  Department  of  Commerce,  Monthly  Summary  of  For¬ 
eign  Commerce,  November  1938,  p.  3. 


![  Foreign  exchange  markets  were,  of  course,  se¬ 

verely  affected,  since  it  was  clear  that  hostilities 
would  jeopardize  the  standing  of  the  belligerents’ 
currencies.  The  September  crisis  swelled  to  a  tor¬ 
rent  the  flood  of  refugee  capital  seeking  a  haven 
here.  Despite  the  support  of  the  British  equal¬ 
ization  fund,  the  pound  dropped  from  around 
$4.85V2  on  Septemb^  i  to  $4.60  on  September  28, 

31-32.  The  technical  position  of  the  market  was  also  vulnerable 

!to  start  with,  owing  to  the  sharp  advance  earlier  in  the  sum¬ 
mer.  The  movements  of  individual  securities  of  course  varied 
considerably,  those  which  were  expected  to  benefit  from  hostil¬ 
ities  naturally  responding  most  favorably  to  the  prospect  of  war. 
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in  effect,  any  war  between  major  powers,  since 
under  the  prevailing  system  of  alliances  and  treaties, 
such  a  war  would  be  virtually  certain  to  become 
general.  For  pracdcal  purposes  such  a  war  may 
be  assumed  to  include  Britain  and  France  against 
Germany  and  doubtless  Italy,  with  the  lesser  na¬ 
tions  of  eastern  Europe  participating  on  one  side 
or  the  other,  and  the  British  Dominions  actively 
supporting  the  mother  country.  Whether  the  Soviet 
Union  would  take  part  is  not  wholly  predictable, 
but  in  any  event  neither  its  participation  nor,  for 
that  matter,  that  of  Italy,  should  radically  alter  the 
economic  consequences  for  this  country.  Japan,  on 
the  other  hand,  is  a  more  uncertain  factor.  It  may 
be  assumed  that  the  British  and  French  navies 
would  dominate  the  Atlantic,  and  succeed  in  im¬ 
posing  a  more  or  less  effective  blockade  on  their 
European  opponents.  If  Japan,  however,  should 
throw  in  its  lot  with  Germany  and  Italy,  Anglo- 
French  maritime  supremacy  might  be  rendered 
ineffective  over  much  of  the  Pacific,  especially  on 
the  routes  to  the  United  States,  thus  considerably 
complicating  the  situation  as  regards  trade  with 
belligerent  powers  in  that  region.^^ 

Certain  measures,  in  any  event,  would  be  taken 
at  once  by  the  belligerents.^^  All  international  finan¬ 
cial  and  commercial  transactions  would  be  placed 
under  stringent  government  control.  Debts  that 
were  owed  us  by  the  belligerents  would  become 
frozen  and  uncollectible,  except  at  the  discretion 
of  their  governments.  Foreign-owned  holdings  of 
funds  and  securities  would  be  nationalized  and 
retained  for  use  by  the  respective  governments.  The 
neutral  nations  would  probably  be  driven  in  self- 
defense  to  resort  to  similar,  if  presumably  less 
drastic,  measures  (except  perhaps  as  to  outright 
nationalization),  but  they  would  probably  soon  be 
able  to  relax  some  of  the  more  stringent  restrictions. 

Foreign  shipping  would  be  mobilized.  Trade 
with  belligerents  which  did  not  have  command  of 
the  seas  would  be  halted  by  blockade.  The  vessels 
of  the  other  belligerents  would  be  diverted  to  their 
own  pressing  military  and  civil  needs,  only  enough 
shipping  being  retained  on  their  routes  to  the 
United  States  to  insure  the  transport  of  needed 
supplies  from  our  shores.  Their  non-essential  routes, 
some  of  which  are  of  considerable  importance  to 

36.  It  should  be  noted,  however,  that  in  the  last  war  the  Al¬ 
lied  blockade  was  not  wholly  effective  for  a  long  time,  owing 
to  the  fact  that  shipments  reached  Germany  through  neighbor¬ 
ing  neutral  countries.  For  an  interesting,  if  not  entirely  unbiased 
discussion  of  the  problem  of  control  of  the  seas,  cf.  Lieutenant 
Commander  A.  C.  Bell,  Sea  Power  and  the  Next  War  (New 
York,  Longmans,  Green,  1939),  especially  pp.  71-77. 

37.  Little  change  from  existing  procedure  would,  of  course,  be 
entailed  for  countries  like  Germany,  which  is  already  more  or 
less  on  a  war  basis. 


our  foreign  trade,  would  be  drastically  curtailed. 
The  belligerents  would  place  their  trade  with  us 
under  rigid  control,  and  only  such  goods  would 
move  as  they  deemed  indispensable.  For  our  trade 
with  neutrals  we  would  be  forced  to  rely  on  Amer¬ 
ican  and  other  neutral  vessels,  entailing — certainly 
at  the  outset — ^great  congestion,  confusion,  delay, 
and  added  expense. 

In  the  United  States  itself  the  first  effect  of  the 
outbreak  of  war  would  probably  be,  as  in  1914,  the 
complete  paralysis  both  of  our  foreign  trade  and 
of  all  industries  dependent  on  it  or  having  im¬ 
portant  foreign  ramifications.  Hesitation  and  un¬ 
certainty  would  mark  domestic  business  as  well. 

The  stock  market  would  unquestionably  be  over¬ 
whelmed  by  panic  selling,  and  the  ensuing  de¬ 
moralization  of  security  prices  would  probably 
compel  the  closing  of  the  exchanges.  Selling  from 
foreign  sources,  however,  should  prove  of  minor 
importance,  since  foreign  holdings  would  be  na¬ 
tionalized  at  once  (where  this  has  not  already  been 
done,  as  in  Germany  and  Italy).  The  governments 
taking  them  over  would  of  course  seek  to  realize 
as  much  on  them  as  possible,  and  would  therefore 
cooperate  with  the  exchanges  and  our  own  govern¬ 
ment  in  their  orderly  liquidation.  Selling  pressure 
by  frightened  domestic  owners  would  doubtless 
be  very  severe  while  it  lasted,  but  the  rapid  sub¬ 
sidence  of  excessive  foreign  sales  would  help  to 
restore  a  measure  of  confidence,  and  it  is  therefore 
probable  that  the  exchanges  would  reopen  more 
promptly  than  in  1914.*® 

The  banks  would  probably  be  called  on  for  con¬ 
siderable  extra  cash  by  individuals  and  firms  seek¬ 
ing  to  fortify  themselves  against  possible  develop¬ 
ments.  Thanks  to  the  Federal  insurance  of  bank 
deposits,  the  large  supply  of  idle  money,  and  the 
banks’  own  more  than  ample  reserves,  however, 
there  appears  small  danger  of  serious  runs  or  em- 
barassment,  or  of  more  than  a  temporarily  abnor¬ 
mal  demand  for  cash.  The  demand  for  short-term 
loans  would  probably  also  increase  temporarily. 
Money  rates — the  interest  rates  on  such  loans — 
would  probably  not  be  appreciably  affected,  how¬ 
ever,  since  the  lending  resources  of  the  banks  would 
be  protected  by  their  own  large  reserves,  the  re¬ 
sources  of  the  Treasury  and  the  Federal  Reserve 
system,  and  the  power  of  the  latter  to  decrease  the 
banks’  reserve  requirements.  A  special  problem 
would  be  offered  by  enterprises  which  do  an  ex¬ 
tensive  foreign  business.  With  their  foreign  ac¬ 
counts  largely  frozen,  they  would  have  to  turn  to 

38.  Goldsmith  Washington  Service,  Bulletin  No.  46,  August 
20,  1938,  pp.  1-3.  Over-the-counter  (i.e.,  off  the  stock  ex¬ 
change)  trading  in  securities  indeed  might  continue  without 
cessation. 
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the  banks.  In  view  of  the  uncertainty  regarding 
eventual  collection  on  these  foreign  assets,  however, 
the  banks  would  probably  be  reluctant  to  extend 
aid  freely.  Considerable  losses  would  appear  inevita¬ 
ble,  even  if  the  government  were  finally  to  assume 
a  part  of  the  risks  rejected  by  the  banks.  The  at¬ 
tempted  withdrawal  of  foreign  funds  which  was 
such  a  disturbing  factor  in  1914  would  be  largely 
absent,  since  foreign  governments  would  tend  to 
keep  such  funds  here  for  financing  purchases.^^ 
Long-term  interest  rates  and  the  prices  of  the 
domestic  bond  issues  to  which  they  apply  would,  of 
course,  be  adversely  affected  by  the  closing  of  the  ex¬ 
changes,  the  desire  for  liquidity,  and  the  prevailing 
uncertainty,  but  since  their  weakness  would  not  be 
the  result  of  any  fundamental  change  in  the  domes¬ 
tic  monetary  situation,  it  is  likely  that  prices  and 
rates  would  fairly  rapidly  regain  much  of  their  ini¬ 
tial  losses.  Foreign  bonds  would  inevitably  register 
heavy  losses,  those  of  the  belligerents  presum¬ 
ably  suffering  very  severely.'*® 

There  is  little  reason  to  suppose  that  the  behavior 
of  commodity  prices  would  be  markedly  different, 
save  in  degree,  from  that  observed  during  the  Sep¬ 
tember  1938  crisis.  Purely  domestic  commodities 
would  be  affected  in  the  earlier  stages  only  by  the 
general  uncertainty.  Commodities  indispensable  to 
the  belligerents  would  rise  sharply  in  price.  The 
present  ample  supplies  and  excess  productive  ca¬ 
pacity  available  for  most  of  them  would  tend, 
however,  to  prevent  the  more  extreme  price  ad¬ 
vances  except  for  brief  periods — the  more  so  since 
allied  belligerents  would  presumably  take  prompt 
steps  to  pool  their  purchases  in  order  to  prevent 
the  competitive  bidding  for  our  goods  that  marked 
the  earlier  stages  of  the  last  war.'**  Commodities 
which  we  normally  export,  but  which  would  be 
ranked  by  the  belligerents  as  non-essential,  such  as 
cotton,  would  of  course  slump  badly,  but  it  is  highly 
probable  that  the  government  would  come  to  the 
aid  of  the  producers — at  least  in  the  case  of  farm 
products — with  loans  to  support  prices. 

Such  products  as  rubber,  tin,  silk,  cocoa,  coffee 
and  sugar,  which  we  import,  would  probably  be 
affected  most  of  all  at  first.  In  view  of  the  probable 
interruption  of  shipments,  prices  in  some  cases 
would  be  likely  to  skyrocket.'*^  Any  stringency  in 

39.  Subject  of  course  to  neutrality  legislation  then  in  effect. 

40.  Goldsmith  Washington  Service,  Bulletin  No.  48,  September 
•7.  1938,  pp.  2-3. 

41.  Of  the  Rome-Bcrlin-Tokyo  group,  presumably  only  Japan 
would  have  any  opportunity  as  a  belligerent  of  continuing  active 
economic  relations  with  the  United  States. 

42.  The  extent  to  which  this  would  happen  would  depend 
largely  on  the  size  of  the  supplies  available  in  this  country  rela¬ 
tive  to  American  needs,  together  with  the  prospects  for  their 
early  replacement.  Indeed,  the  behavior  of  the  other  commod¬ 
ities  also  would  be  largely  influenced  by  their  supply  situation. 


the  supply  of  cocoa  and  coffee,  which  are  obtainable 
from  Ladn  America  or  Africa,  would  probably  be 
relieved  fairly  quickly  by  our  own  and  other 
neutral  shipping.  The  outlook  for  such  products, 
however,  as  silk  and  rubber,  for  which  the  Orient 
is  the  only  important  source  of  supply,  is  more 
obscure.  If  Japan  were  to  remain  neutral,  essen¬ 
tially  the  same  situation  would  prevail  in  the  Orient 
as  in  the  Atlantic  and  in  Latin  America,  with  Jap¬ 
anese  shipping  in  addition  being  available  for  our 
needs.  Should  Japan,  however,  become  a  belliger¬ 
ent  and  seek  to  contest  the  control  of  the  Pacific 
with  Britain  and  France,  the  effect  on  our  supplies 
of  silk,  rubber,  etc.,  would  depend  upon  the  out¬ 
come.'*^  It  is  probable,  although  by  no  means  cer¬ 
tain,  that  Japan  could  maintain  its  trade  routes  to 
the  United  States  and  continue  to  ship  us  silk  and 
other  goods.  It  is  not  likely,  on  the  other  hand,  that 
it  could  block  shipments  of  British  rubber  to  this 
country,  especially  since  these  could  be  sent  west¬ 
ward,  if  necessary,  by  way  of  the  Cape  of  Good 
Hope.  Rubber  from  the  Dutch  East  Indies  would 
remain  available  in  any  event,  unless  The  Nether¬ 
lands  were  engaged  in  the  war.  Our  exports  to  these 
regions  would  probably  also  largely  continue.'*'* 

EFFECTS  AFTER  INITIAL  READJUSTMENT 

After  the  initial  shock,  the  probable  effects  of  a 
war  on  the  United  States  would  depend  primarily 
on  three  factors:  (i)  the  changes  that  would  take 
place  in  the  demand  for  our  goods  from  both  bel¬ 
ligerents  and  neutrals;  (2)  our  own  policy  regard¬ 
ing  the  sale  of  merchandise  to  the  belligerents;  and 
(3)  their  ability  to  finance  purchases  from  us. 

A  first-class  war  of  any  duration,  even  more  than 
in  1914,  would  doubtless  greatly  overtax  the  bel¬ 
ligerents’  productive  resources.'*’  With  their  in¬ 
dustries  hampered  by  the  mobilization  of  their 
workers,  and  with  war  materials  being  used  up 
at  an  enormous  rate,  they  would,  as  in  1914,  turn 
to  the  United  States.  For  practical  purposes,  only 
the  Anglo-French  group  need  be  considered  in  Eu¬ 
rope,  since  Germany  and  its  associates  would  pre¬ 
sumably  be  shut  off  by  blockade  from  our  markets. 
Whether  Japan  also,  if  allied  with  Germany,  would 
turn  to  us  for  goods  would  depend  primarily  on 
the  scale  of  its  military  operations  since,  as  already 
noted,  it  would  probably  be  able  to  keep  open  its 
trade  routes  to  the  United  States. 

43.  Cf.  Bell,  Sea  Power  and  the  Next  War,  cited,  pp.  92-131. 

44.  It  may  be  noted  that  past  blockades  have  been  more  con¬ 
cerned  with  stopping  shipments  to  the  blockaded  power  than 
exports  from  it.  Cf.  Bell,  Sea  Power  and  the  Next  War,  cited, 
pp.  111-12. 

45.  The  present  far  greater  industrial  development  of  Canada 
and  the  other  British  Dominions  would  not  basically  alter  the 
situation. 
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OUR  NEUTRALITY  POLICY 

The  second  factor,  that  of  our  neutrality  policy, 
can  be  discussed  with  less  assurance.  At  the  present 
time  it  is  governed  by  two  laws:'*^  the  Neutrality 
Act  of  1937'*’  and  the  so-called  Johnson  Act  of 
1934.'^®  The  Neutrality  Act,  on  the  outbreak  of 
war  (as  determined  by  the  President),  bars  the 
export  to  the  belligerents  of  arms  and  other  im¬ 
plements  of  war — that  is,  of  war  munitions  in  the 
narrow  sense, or  their  shipment  thereto  in  Amer¬ 
ican  ships.  It  also  prohibits  the  floating  of  loans 
here  by  belligerents,  although  the  President,  at  his 
discretion,  may  exempt  the  normal  commercial 
credits  and  short-term  obligations  which  ordinarily 
accompany  peace-time  transactions.  In  addition,  the 
Johnson  Act  prohibits  all  new  loans  (other  than 
refunding  and  the  like)  by  persons  or  firms  in 
this  country  to  governments  now  in  default  to  the 
United  States  government.  Finally,  the  President, 
at  his  discretion,  may  invoke  the  so-called  cash- 
and-carry  provisions  of  the  Neutrality  Act  and 
prohibit  all  exports  to  belligerents  in  American 
vessels,  or  even  in  foreign  vessels  if  title  to  the 
goods  has  not  previously  been  transferred  abroad.’® 

Just  what  would  be  the  effect  of  these  provisions.? 
Under  the  existing  legislation,  the  export  of  arms 
and  implements  of  war  to  belligerents  is  completely 
barred.  The  extent  to  which  this  prohibition  might 
be  evaded  by  shipment  through  other  neutral  coun¬ 
tries  would  depend  both  on  how  far  those  neutrals 
would  wish  and  would  be  permitted  by  the  belliger¬ 
ents  virtually  to  affiliate  themselves  with  one  side, 
and  on  the  degree  to  which  the  public  and  the 
government  in  this  country  would  demand  that 
the  spirit  of  the  law  be  maintained.  It  seems  im¬ 
probable  that  the  belligerents  could  obtain  much 
help  through  subterfuges  of  this  kind,  unless  sen¬ 
timent  here  were  so  overwhelmingly  sympathetic 
as  in  effect  to  make  our  neutrality  legislation  a  dead 
letter.’^  The  prohibition  against  the  carrying  of 
war  munitions  to  belligerents  in  American  vessels, 
however  important  for  the  maintenance  of  our 
neutrality  policy  as  a  whole,  would  be  of  little 
economic  consequence  to  us;  such  trade  would,  if 
necessary,  be  handled  by  the  vessels  of  the  bel¬ 
ligerents  themselves. 

46.  Apart  from  the  special  resolution  covering  our  relations 
with  Spain. 

47.  Cf.  Raymond  Leslie  Buell,  “The  Neutrality  Act  of  1937,” 
Foreign  Policy  Reports,  Cktober  i,  1937. 

48.  Cf.  Statutes  At  Large  of  the  United  States  of  America  from 
March  igjj  to  June  igj4  (Washington,  Government  Printing 
Office),  Vol.  48,  Part  I,  p.  574. 

49.  Listed  in  detail  in  the  Presidential  proclamation  of  May  i, 
1937.  Cf.  Department  of  State,  International  Traffic  in  Arms 
(Washington,  Government  Printing  Office,  1938),  pp.  4-6. 

50.  The  cash-and-carry  clause  expires  on  May  i,  1939. 


It  is  with  respect  to  the  other  clauses  that  the  f 
greatest  uncertainty  arises,  particularly  the  floating  j 
of  loans  here.  In  the  first  place,  if  stringent  enforce-  1 
ment  were  attempted,  there  would  presumably  be  | 
evasion  through  neutral  countries.  There  is  no  pro- 1 
hibition  in  our  legislation  against  loans  to  neutral  ■ 
countries,’^  and  means  might  be  found  to  use  such  J 
loans  for  financing  the  war  purchases  of  the  bel-  ? 
ligerents.  On  the  other  hand,  the  neutrals  would 
face  the  same  opposition  from  the  other  belligerents 
as  in  the  case  of  the  transshipment  of  war  muni¬ 
tions.  Moreover,  all  the  available  resources  of  ^ 
other  neutral  powers,  utilized  in  this  way,  would 
certainly  be  wholly  inadequate  for  financing  war 
purchases  on  a  scale  commensurate  with  the  bel¬ 
ligerents’  needs  in  the  United  States.  In  any  event, 
if  we  were  really  determined  to  prevent  such  sub¬ 
terfuges,  there  is  no  reason  to  doubt  that  our  gov-  | 
ernment  could  exert  sufficient  pressure  to  halt  them.  1 


A  distinction  between  long-term  loans  and  short¬ 
term  commercial  credits  is  likely  to  prove  unen¬ 
forceable  in  practice.  Yet  unless  all  our  trade  with 
the  belligerents  were  to  be  eliminated,  it  would 
appear  impossible  to  prohibit  completely  the  use 
of  the  commercial  credits  and  short-term  advances  i 
that  are  customary  in  handling  foreign  trade  trans¬ 
actions  of  this  sort.  It  is  highly  doubtful  whether 
any  President  would  long  be  able  to  resist  the  pres¬ 
sure  for  such  credits,  when  not  merely  the  new 
wartime  trade  in  non-military  commodities  was 
at  stake,  but  our  normal  peace-time  trade  as  well. 
That  we  could  then  avoid  a  repetition  of  1914-1915, . 
when  we  attempted  in  vain  to  differentiate  between  ' 
such  credits  and  long-term  loans,  seems  improb¬ 
able.  Although  much  would  depend  on  public 
sentiment  and  the  government’s  attitude,  it  is  more 
likely  that,  after  much  friction  and  evasion,  the 
bars  would  eventually  be  let  down  on  long-term 
loans  as  well.  I 

The  Johnson  Act,  which  covers  only  long-term 
loans,  raises  the  same  problem.  The  countries  pri-l 
marily  affected  by  it  include  precisely  those  which  j 
would  be  our  leading  European  customers  in  thei 
event  of  war — Britain  and  France.  Germany,  Italy  j 
and  Russia  would  scarcely  be  extensive  borrowers? 
in  any  case.  Japan,  the  remaining  major  power,  is“ 
not  among  those  which  have  defaulted.  If  long 


51.  It  should  be  noted,  however,  that  nothing  in  the  existing 

legislation  would  prevent  the  establishment  of  branch  factories 
in  foreign  countries,  neutral  or  belligerent  or,  for  that  matter, 
the  floating  of  loans  for  such  factories  if  in  neutral  areas. 
Existing  branch  plants  abroad  could  also  be  enlarged  or  con¬ 
verted  to  the  manufacture  of  arms  and  ammunition,  especially 
those  in  Canada.  On  the  othi  '-and,  the  strict  government; 
control  which  would  doubtless  be  exercised  over  such  plants  u- 
belligerent  territory  would  limit  the  attractiveness  of  such  in-j 
vestments.  | 

52.  Except  those  barred  by  the  Johnson  Act.  I 
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le  ^  term  loans  were  finally  permitted  under  the 
ig  j  Neutrality  Act,  and  if  Japan  were  able  to  move  its 
e-  I  purchases  across  the  Pacific,  it  might  conceivably 
)e  j  become  a  borrower,  although  its  present  economic 
0-  ^  and  political  policies  make  this  doubtful. 
al  Whether  the  optional  cash-and-carry  clause 
:h  I  would  be  invoked  is  even  more  uncertain.  In  the 
;1.  [  end  our  stand  on  this,  as  well  as  on  loans  and. 
Id  [  eventually,  on  the  export  of  implements  of  war. 
Its  1  would  probably  be  determined  by  the  extent  to 
li-  :  which  our  sympathies  were  engaged  on  one  side 
of  I  or  the  other.  If,  as  is  virtually  certain,  Britain  and 
Id  !  France  were  opposed  to  Germany,  probably  Italy, 
ar  and  perhaps  Japan — and  especially  if  the  war 
;1.  \  threatened  to  be  prolonged— it  is  hard  to  believe 
it^  j  that  the  combination  of  national  sympathy  with 
il).  1  immediate  financial  interest  would  not,  as  in  the 
,v.  »  last  war,  overbear  all  efforts  to  impose  severe  re- 
^  '  strictions  on  our  trade  with  the  Anglo-French 
I  group.  The  final  verdict  would  be  determined  by 
no  program  or  policy  of  neutrality  that  might  now 
jjj  I  be  dispassionately  laid  down.  In  the  opinion  of 
j  competent  observers,  Britain  and  France  would 
ijj  not  be  permanently  excluded  from  our  financial 
.jj  }  and  commodity  markets,  regardless  of  the  prohibi- 
^5, 1  tions  contained  in  the  laws  that  are  now  in  effect 
I  or  may  hereafter  be  passed. 

es- 

THE  PROBLEM  OF  PAYMENT 

:w  L 

,25  ‘  If  Britain  and  France  should  consequently  be 
.//  ;  permitted  to  turn  to  us  for  their  war  needs,  the 
‘  question  arises  as  to  how  they  would  pay  for  their 
•en  ^  purchases.  Such  payment  might  theoretically  be 
jf).  made  in  any  or  all  of  three  ways:  by  an  increase 
ilic  [  in  their  exports  or  services  (such  as  shipping)  to 
jrc  I  us  or  to  other  neutrals;  with  gold  or  other  Uquid 
hj  I  or  realizable  assets  here  or  abroad;  through  recourse 
fjj,  I  to  loans.  In  practice,  little  help  is  to  be  expected 
I  from  the  first  source.  During  the  World  War 
Britain  and  France,  at  best,  could  only  maintain 
jjj  I  the  pre-war  value  of  their  exports;*^  the  actual 
physical  volume  must  have  fallen  considerably, 
since  prices  were  rapidly  rising.  There  is  no  reason 
jjyi  to  suppose  that  another  war  would  find  the  bel- 
ligerents  any  more  able  to  expand  their  export 
jj^  efforts  while  engrossed  in  meeting  their  own  war 
needs.  Their  shipping  services  would  be  drastically 
curtailed,  while  their  tourist  trade  would  be  wiped 
out  as  a  source  of  income.  The  balance  of  both 
tter,  their  visible  and  their  so-called  invisible  trade  would 
eas.  tend  to  become  less  rather  than  more  favorable. 
ialV  resources  could  they  mobilize.?  They  could 

nent;  Count  on  their  gold  reserves  and  on  their  other 
s  “  realizable  assets  in  this  country  in  the  form  of 

)  S3-  Statistique  Gcnerale  de  la  France,  Annuaire  Statistique, 
I  ‘936,  pp.  432*.  433*. 


American  securities,  bank  deposits  and  credits, 
direct  investments  in  American  enterprises,  and 
the  like.  All  of  these  would  of  course  be  prompdy 
nationalized.  There  might  also  be  minor  resources 
which  they  could  transfer  to  us  from  other  coun¬ 
tries. 

The  only  important  gold  reserves  outside  of  the 
United  States  (apart  from  secret  reserves)  today 
are  held  by  Britain,  France,  The  Netherlands, 
Switzerland  and  Belgium.  The  official  British  and 
French  reserves  at  the  end  of  1938  totaled  approxi¬ 
mately  $5,100,000,000,  while  those  held  by  the  other 
three  comprised  an  additional  $2,275,000,000.’'*'”  In 
1914  the  Allies,  even  with  Russia  and  Italy, 
only  held  about  $2,000,000,000.  Gold  is  also  held  by 
the  various  national  exchange  equalization  funds. 
While  these  remain  shrouded  in  considerable  se¬ 
crecy  the  French  fund  is  currently  reported  to  be 
holding  around  $600,000,000  in  gold,’^  while  the 
British  fund  on  September  30,  1938,  held 
800,000,”  or  about  $730,000,000.  These  amounts 
apparently  fluctuate  a  good  deal  from  time  to  time, 
but  probably  represent  an  additional  sum  of  around 
$1,250,000,000.  Finally,  these  countries  control  gold 
production  with  an  annual  value  of  close  to  $650,- 
000,000,  or  probably  nearer  $900,000,000  if  Russia 
is  included.’®  This  could  doubtless  be  raised  to  at 
least  $1,000,000,000,  thus  making  available  an  addi¬ 
tional  $2,000,000,000  over  the  first  two  years  of  the 
war.  Not  all  of  the  foregoing  could  of  course  be 
counted  on  should  Belgium,  The  Netherlands,  or 
Switzerland  remain  neutral.  On  the  whole  the 
Anglo-French  group,  if  it  drew  its  reserves  down 
to  the  vanishing  point,  could  probably  command 
in  the  neighborhood  of  $8,500,000,000  in  gold  dur¬ 
ing  the  first  two  years  of  the  war,  if  the  three 
smaller  countries  remained  neutral,  and  up  to 
perhaps  $11,000,000,000  if  they,  too,  were  involved. 

Estimates  as  to  the  resources  available  in  the 
United  States  in  the  form  of  investments,  bank 
deposits,  etc.,  vary  considerably,  and  in  any  case 
are  of  the  most  tentative  character  and  subject  to 
a  wide  margin  of  error.  As  of  September  30,  1938, 
these  resources  were  tentatively  estimated  at  $7,841,- 
000,000  for  all  foreign  countries.’®  On  the  basis  of 

54-55.  The  Annalist,  January  25,  1939,  p.  151. 

56.  The  New  Yorh_  Times,  March  20,  1939. 

57.  •‘Commercial  History  and  Review  of  1938,”  The  Econo¬ 
mist,  February  18,  1939,  p.  8. 

58.  League  of  Nations,  Statistical  Year-Bool^,  1937-1938,  pp. 
156-57. 

59.  Winthrop  W.  Case,  “How  Much  Could  Foreigners  Buy 
Here  in  the  Event  of  War.?”  The  Annalist,  September  28,  1938, 
p.  426.  A  different  estimate  (the  result  in  part  of  the  different 
date)  is  that  of  John  W.  Hanes,  Under-Secretary  of  the 
Treasury,  on  March  3,  1939,  to  the  effect  that  foreign  invest¬ 
ments  in  the  United  States  now  total  not  over  $5,000,000,000 
(of  which  $2,000,000,000  are  in  stocks),  as  against  $10,000,- 
000,000  in  1936.  Cf.  The  New  York_  Times,  March  4,  1939. 
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the  1936  geographical  distribution,  well  over  half 
of  this  amount  is  directly  controlled  by  France, 
Britain  and  Canada  alone.  Part  of  it,  of  course,  is 
not  readily  realizable.  Direct  investments,  for  in¬ 
stance,  account  for  more  than  $1,000,000,000  of  the 
total  for  all  countries,  and  could  be  liquidated  only 
with  considerable  loss  and  delay,  while  the  balance, 
in  so  far  as  it  consists  of  securities,  would  also  have 
to  be  sold  slowly  in  order  not  to  depress  values 
excessively.  Altogether,  one  may  assume  that  the 
Anglo-French  group  might  be  able  to  realize  up  to 
perhaps  $4,000,000,000  from  this  source. 

Together,  the  data  on  foreign  gold  reserves  and 
on  foreign  resources  in  the  United  States  suggest 
that  the  Anglo-French  group^°  might  have  avail¬ 
able  up  to  a  maximum  of  $12,500,000,000  to  $15,- 
000,000,000,  the  exact  amount  depending  on  the 
countries  allied  with  them.  This  is  only  a  theoret¬ 
ical  maximum,  since  it  is  problematical  to  what 
extent  it  could  be  realized  in  practice.  The  total 
actually  available  would  be  more  likely  to  range 
between  $11,500,000,000  and  $14,000,000,000. 

Offsetting  this  total  in  uncertain  measure,  how¬ 
ever,  would  be  the  heavy  obligadons  of  the  Anglo- 
French  group  to  us.  United  States  investments  in 
all  foreign  countries  at  the  end  of  1937  were  esti¬ 
mated  at  $11,795,000,000.  Of  this,  $3,630,000,000  was 
represented  by  long-term  investments  in  Canada 
alone.  The  total  obligations  to  us  of  the  Anglo- 
French  group  are  probably  close  to  $4,500,000,000.^' 
The  larger  part  represents  direct  investments  in 
factories,  branch  plants,  etc,,  abroad;  the  balance 
consists  chiefly  of  securities.  While  American  in¬ 
vestors  would  probably  not  attempt  to  liquidate 
the  bulk  of  their  foreign  holdings  at  the  sacrifice 
prices  that  would  be  entailed,  there  would  doubt¬ 
less  be  considerable  selling.  The  belligerents  might 
of  course,  refuse  to  allow  the  transfer  to  the  United 
States  of  the  proceeds,  as  well  as  of  current  in¬ 
terest  payments.  If  they  did  so,  however,  it  seems 
improbable  that  our  own  government  would  toler¬ 
ate  the  mobilization  of  foreign  resources  here  with¬ 
out  requiring  the  belligerents  to  make  some  provi¬ 
sion  for  the  funds  owed  to  us.  The  $11,500,000,000 
to  $14,000,000,000  that  it  was  estimated  that  they 
might  mobilize  in  the  United  States  might  ac¬ 
cordingly  be  reduced  by  a  considerable  sum,  per¬ 
haps  as  much  as  $2,000,000,000.  This  would  leave 
the  net  available  resources  of  the  Anglo-French 
group  at  $9,500,000,000  to  $12,000,000,000  (depend- 

60.  Their  opponents  may  be  ignored,  owing  to  the  unim- 
(wrtance  of  the  resources  of  this  kind  controlled  by  them  in  the 
United  States. 

61.  Excluding  war  debts.  Cf.  U.S.  Department  of  Commerce, 
The  Balance  of  International  Payments  of  the  United  States, 
>937,  P-  57i  and  Lewis,  America's  Stake  in  International  Invest¬ 
ments,  cited,  pp.  654-55. 


ing  on  what  countries  were  involved),  and  con¬ 
ceivably  even  less,  but  still  in  excess  of  1914. 

How  far  would  such  funds  go.?  Any  estimates 
are  of  course  purely  conjectural.  Nevertheless,  it 
may  be  noted  that  during  1915  and  1916  the  excess  ' 
of  our  exports  over  our  imports  with  the  Allies  | 
(except  Italy  and  Japan,  which  were  of  minor  j 
importance)  averaged  about  $3,000,000,000  a  year 
higher  than  in  1910-1913.^^  The  greater  part  of  the  j 
increase  took  place  in  1916,  I 

In  another  war,  much  of  the  equipment  would 
be  more  costly,  and  total  military  needs  would  prob-  ' 
ably  be  much  heavier.  On  the  other  hand,  imports  1 
from  the  United  States  of  non-essentials  would  ! 
presumably  be  curtailed  even  more  drastically  than  | 
in  1914-1917.  Probably  all  that  can  be  said  is  that  I 
the  Anglo-French  group  would  appear  to  have  * 
resources  now  available  which,  with  care,  should  \ 
carry  them  through  at  least  two  years  of  hostilities,  j 

Thereafter,  war  purchases  from  the  United  States  | 
would  depend  on  our  willingness  to  extend  credit  I 
and  float  loans,  as  previously  discussed.  During  the  f 
past  war  we  loaned  the  Allies  about  $2,600,000,000  ' 
up  to  our  own  entrance  into  it.^*  It  may  well  be  t 
questioned,  however,  entirely  apart  from  our  f 
neutrality  legislation,  whether  on  a  future  occasion  i 
the  belligerents  could  borrow  any  such  sums  from  | 
us,  even  at  much  higher  interest  rates.  The  gen-  I 
erally  bad  repute  in  which  foreign  loans  are  held  j, 
today,  the  dubious  prospects  for  eventual  repay¬ 
ment  by  war<rippl^  nations,  and  the  threat  of 
social  revolution  and  wholesale  repudiation  of  for-  1^ 
eign  obligations,  all  suggest  that  only  relatively 
limited  loans  and  credits  would  in  any  case  be  j 
available  here,  even  were  they  permitted  by  law. 

In  the  end,  the  belligerents  would  probably  have  *' 
to  depend  largely  on  their  own  resources  to  pay  ^ 
for  their  war  purchases  from  us  and  if  the  war  j 
ran  well  into  a  third  year,  or  possibly  sooner,  would  % 
doubtless  begin  to  face  serious  difficulties  in  financ¬ 
ing  them  on  the  requisite  scale. 

EFFECTS  ON  INDUSTRY  AND  TRADE 

Space  precludes  detailed  discussion  of  the  prob¬ 
able  effects  of  war  on  individual  industries.  These  * 
effects  in  any  event  would  probably  be  highly  selec¬ 
tive.  The  belligerents’  purchases  of  war  materials 
would  obviously  be  greatly  increased  —  within  | 
whatever  limits  were  set  by  our  neutrality  legisla¬ 
tion  and  by  their  own  ability  to  find  means  of 
payment.  Not  only  would  manufactured  goods  for  » 
general  military  use  be  in  heavy  demand,  but  also  | 

62.  U.S.  Department  of  Commerce,  Statistical  Abstract  of  the  i 

United  States,  iQtg,  pp.  390  et  seq.  I 

63.  Cf.  p.  23.  I 
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essential  raw  materials  and  foodstuffs,  such  as 
copper  and  wheat.  It  should  be  noted,  however, 
that  many  of  these  industries  would  not,  as  in  1914, 
be  starting  from  scratch.  Owing  to  the  current 
world  rearmament  programs,  some  of  our  indus¬ 
tries,  such  as  aircraft,  are  already  to  some  extent, 
on  a  war  basis,  and  have  enjoyed  or  are  now  en¬ 
joying  a  part  of  what  is  really  a  wartime  expansion. 
The  demands  of  actual  war  would  consequently 
call  for  a  materially  smaller  additional  expansion, 
and  the  war  boom  would  to  that  extent  be  moder¬ 
ated.  Some  of  our  raw  material  industries  are  in 
an  essentially  similar  position,  although  for  a  dif¬ 
ferent  reason,  owing  to  a  productive  capacity  well 
in  excess  of  normal  peace-time  needs.^'*  On  the 
other  hand,  purchases  of  non-essentials  by  the  bel¬ 
ligerents  would  be  severely  curtailed  to  conserve 
shipping  and  foreign  exchange  resources,  and  many 
of  the  industries  supplying  such  goods  would 
probably  suffer. 

This  rationing  of  non-essentials  by  the  belliger¬ 
ents  would  be  offset  in  many  of  our  non-war  in¬ 
dustries  by  increased  trade  with  neutral  nations.  It 
is  probable  that,  in  this  respect,  the  last  war  would 
repeat  itself,  and  that  Latin  America  and  the  Orient, 
despite  their  industrial  progress  since  1914,  would 
again  turn  to  us  for  the  manufactures  they  had 
been  obtaining  from  Europe.  The  problem  of 
shipping  would  probably  again  be  acute.  Even 
in  the  last  war,  which  found  us  carrying  less  than 
10  per  cent  of  our  water-borne  foreign  commerce 
in  our  own  vessels,  we  were  able  greatly  to  expand 
our  trade  with  neutral  nations.  At  the  present 
time,  our  merchant  marine  is  far  larger.  More  than 
one-third  of  our  water-borne  foreign  trade  now 
travels  under  our  own  flag.^’"^^  Whatever  the  incon¬ 
veniences,  delay  and  added  expense  that  would  be 
involved,  we  would  be  able  to  take  advantage  far 
more  quickly  today  than  in  1914  of  the  trade  op¬ 
portunities  offered  to  us. 

As  for  our  import  trade,  shipments  of  silk,  rub¬ 
ber,  tin,  and  other  raw  materials  for  our  industries, 
and  of  such  foodstuffs  as  coffee  and  cocoa,  would 
of  course  be  disrupted.  But  here  again  our  ship¬ 
ping  problems  would  probably  be  much  less  acute 
than  in  1914  although,  if  a  blockade  were  made 
effective  by  one  side  or  the  other  in  the  Pacific, 
our  supplies  of  certain  of  these  products  would 
of  course  be  entirely  cut  off.  In  any  event,  the  cost 
to  us  of  these  products  would  rise  sharply,  owing 
both  to  gready  increased  freight  rates  and  to  the 

64.  The  reactions  of  commodities  as  well  as  of  industry  would 
be  influenced,  of  course,  by  general  economic  conditions  at  the 
time — whether  suffering  from  depression  or  already  in  boom. 
65-66.  U.S.  Department  of  Commerce,  Merchant  Marine  Sta¬ 
tistics,  igj6,  p.  92. 


war  demand  in  the  case  of  those  commodities 
urgently  needed  by  the  belligerents. 

SOME  CONCLUSIONS 

On  the  whole,  it  would  seem  that  the  effects  of 
another  war  on  our  national  economy  would  be  a 
good  deal  less  extreme  than  in  1914.  The  net  sums 
that  the  belligerents  could  realize  from  their  pres¬ 
ent  holdings  of  United  States  securities'^  would 
probably  be  less,  not  more,  than  in  the  last  war. 
Although  the  gold  reserves  on  which  the  belliger¬ 
ents  could  draw  to  finance  their  purchases  from  us 
would  be  much  larger,  their  credit  standing  would 
be  vastly  inferior  and  their  total  available  re¬ 
sources — including  loans  if  these  were  permitted 
— would  be  considerably  less.  Because  of  the  ex¬ 
pansion  of  our  own  industrial  plant  during  the 
past  twenty-five  years,  as  well  as  the  current  addi¬ 
tional  semi-wartime  expansion,  the  war  business 
that  did  materialize  would  in  general  represent  a 
relatively  smaller  splash  in  the  American  pool 
than  in  1915. 

While  some  industries  would  benefit  a  great 
deal  from  war  orders,  most  of  the  rest  would  prob¬ 
ably  be  stimulated  by  increased  business  with  neu¬ 
tral  nations.  The  basic  agricultural  and  raw  ma¬ 
terial  industries  might  profit  to  a  lesser  extent, 
since  most  of  them  are  currently  troubled  with 
excessive  output  or,  where  output  is  controlled  (as 
in  most  of  the  mineral  industries),  with  excessive 
capacity.  The  war  demand,  even  for  essential  com¬ 
modities,  might  do  little  more  than  absorb  the 
present  surplus.  That,  of  course,  would  be  a  gain, 
but  non-essential  commodities  that  largely  depend 
on  foreign  markets  might  actually  suffer,  since 
the  neutral  nations  would  not,  as  a  rule,  offer  a 
sufficient  market  to  offset  the  loss  of  sales  to  the 
belligerents.  Stock  and  commodity  prices  in  gen¬ 
eral  would  tend  to  rise  under  the  spur  of  increased 
economic  activity,  although  in  these  fields,  too, 
the  process  would  be  highly  selective.  Short-term 
money  rates  would  probably  not  increase  radically, 
in  view  of  our  immense  bank  reserves  and  the 
need  of  the  government  to  protect  the  prices  of  its 
bond  issues,  at  least  unless  a  thoroughgoing  boom 
were  to  get  under  way.  Nevertheless,  if  foreign 
long-term  loans  were  permitted  here,  the  high  in¬ 
terest  rates  which  they  would  doubtless  command 
would  tend  to  depress  all  bond  prices,  and  might 
even  affect  the  standing  of  the  banks  which  arc 
now  such  large  holders  of  government  bonds. 

A  time  would  undoubtedly  arrive,  if  the  war 
proved  protracted,  when  the  exhausdon  of  the 

67.  That  is,  after  making  provision  for  their  commercial  debts 
to  us  and  for  our  own  holdings  of  their  securities.  Cf.  p.  30. 
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belligerents’  financial  resources  in  the  United  States 
would  confront  us  with  a  choice  between  the  cur¬ 
tailment  of  our  war  business,  with  its  probable 
sequel  of  a  very  severe  depression,  and  the  gov¬ 
ernment  guarantee  in  some  form  or  other  of  bel¬ 
ligerent  loans.  Since  loans  which  required  a  gov¬ 
ernment  guarantee  would  probably  never  be  re¬ 
deemed,  such  an  underwriting  would  virtually 
amount  to  outright  grants  by  this  country  to  the 
belligerents  concerned.  This  could  scarcely  be  rec¬ 
onciled  with  any  unqualified  neutrality  on  our 
part,  and  would  be  conceivable  only  as  a  step  to¬ 
ward  the  complete  abandonment  of  neutrality.  If 
the  war  appeared  to  the  American  people  as  a 
conflict  between  the  kind  of  civilization  and  insti¬ 
tutions  with  which  we  sympathize,  and  those 
represented  today  by  the  authoritarian  states,  there 
would  probably  be  little  doubt  as  to  the  steps 
which  would  follow.  If,  on  the  other  hand,  no 
such  “moral”  issue  seemed  to  be  involved,  it  is 
likely  that  the  desire  of  the  nation  to  avoid  en¬ 
tanglement  in  a  war  in  which  it  believed  it  had 
no  vital  interest  would  act  as  a  strong  deterrent, 
even  were  private  war  loans  permitted.  Under  such 
conditions,  it  seems  doubtful  whether,  for  all  the 
pressure  that  might  be  exerted  by  business  and 
other  interested  groups,  government  aid  to  our 
war  trade  would  be  forthcoming  on  any  scale 
sufficient  to  maintain  it,  or  even  to  ward  off  the 
inevitable  severe  depression.  This  depression, 
whether  the  result  of  the  exhaustion  of  the  bel¬ 
ligerents’  resources  or  the  ending  of  the  war  itself,^® 
would  in  any  event  be  aggravated  by  the  over¬ 
expansion  of  our  war  industries. 

68.  Owing  to  the  poorer  credit  standing  of  the  belligerents,  the 
prospects  for  a  post-war  reconstruction  boom  financed  by  loans 
would  be  much  inferior  to  1919-1920. 


The  efforts  of  the  belligerents  to  find  means  for 
paying  for  their  purchases  from  the  United  States 
would  probably  drain  to  our  shores  nearly  all  the 
remaining  gold  stocks  of  the  world.  The  conse¬ 
quences  might  prove  unexpected.  It  is  conceivable 
that  foreign  nations  would  attempt  to  dispense 
permanently  with  the  use  of  gold  for  monetary 
purposes.  The  result  could  well  be  that  the  United 
States,  holding  virtually  all  the  world’s  gold,  would 
not  know  what  to  do  with  it.  In  that  event  it 
would  find,  in  short,  that  whereas  in  the  last  war 
foreign  countries  paid  for  their  purchases  with 
promises  that  proved  to  have  small  value,  in  the 
next  they  would  be  paying  with  metal  for  which 
the  United  States  would  have  equally  little  use. 

In  any  event,  the  net  result  of  a  war  in  which 
we  succeeded  in  remaining  neutral  would  un¬ 
doubtedly  be  a  further  concentration  of  world 
financial  and  economic  resources  and  power  in  the 
United  States.  The  revolutionary  economic  and 
social  changes  that  all  the  belligerents  would  be 
likely  to  undergo  internally  would  probably  result 
in  lasting  and  extreme  regimentation  even  in  the 
existing  European  democracies.  The  world  that 
would  emerge  at  the  end  of  hostilities  might  well 
be  divided  into  two  fairly  distinct  segments.  In 
Europe  all  of  the  belligerents  would  probably  have 
been  forced  to  adopt  closed  economies  on  the  model 
of  Soviet  Russia  and  Nazi  Germany;  while  most 
of  the  European  neutrals  would  doubtless  be  forced 
to  integrate  their  own  economic  life  with  that  of 
one  or  other  of  the  belligerents.  In  the  rest  of  the 
world,  comprising  chiefly  the  non-industrial  na¬ 
tions  of  America  and  probably  much  of  the  Orient 
under  the  leadership,  if  not  the  domination  of  the 
industrial  United  States,  a  relatively  free  interna¬ 
tional  economic  regime  might  continue  to  prevail. 


The  May  1  issue  of  FOREIGN  POLICY  REPORTS  will  cover 
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A  realistic  appraisal  of  the  American  military  program,  pointing  out  that  the  United  States 
is  unquestionably  far  better  prepared  for  conflia  than  ever  before  in  its  peace-time  history. 
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